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Comparison of Tax Cuts and Jobs Act (H.R. 1)
and Prior Law

Prior Law (2017)

%

New Law

Child tax
credit

$1,000 (refundable
up to $1,000)

$2,000 (refundable
up to $1,400)

Individual
rates

10, 15, 25, 28,
33, 35, 39.6%

10, 12, 22, 24,
32, 35, 37%

Standard
deduction

MFJ: $12,700
S: $6,350
HH: $9,350

Corporate
rate

35% maximum rate

MFJ: $24,000
S: $12,000
HH: $18,000
21% flat rate

Pass-through Same as
income
individual rates

20% deduction

Alternative
minimum tax

Ind: 26, 28%
Corp: 20%

Ind: exemption
increased
Corp: repealed

Personal
exemptions

$4,050

Repealed

Deductible

Maximum $10,000
deduction

$1 million limit

$750,000 limit

State and
local taxes
Mortgage
interest
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Introduction
On December 22, 2017, President Trump signed into
law the Tax Cuts and Jobs Act. The Act is the largest
overhaul of the Internal Revenue Code in over 30 years,
affecting every taxpayer type both within and without
the United States. It includes reductions in tax rates for
both individuals and businesses, and the enhancement
as well as the elimination or reduction of many deductions, exclusions, and credits with the enhancement
of other deductions and credits. The corporate AMT
is eliminated, the taxation of pass-through entities is
reformed, and international taxation laws are changed
to move the United States from a worldwide system to a
territorial system.
Many of the tax changes in this Act are temporary
and sunset in 2026. This is true especially with respect
to the provisions of the Act impacting individuals. The
corporate tax rate has been permanently cut from
35 percent to 21 percent.

Individuals, Generally
Tax Rates
The individual income tax rates and bracket amounts
are modified for tax years 2018 through 2025. The temporary tax rates are 10, 12, 22, 24, 32, 35, and 37 percent.
The new law does not change the current treatment of
qualified dividends and capital gains.
In 2026, the rates will change back to individual
income tax rates of 10, 15, 25, 28, 33, 35, and 39.6 percent
under prior law.
IMPACT. The IRS released new withholding
tables reflecting the new legislation in January.
Many employees will begin to see increases in
their paychecks to reflect the new law in February.

6

Highlights of the Tax Cuts and Jobs Act

Employees can use the new IRS calculator and
Form W-4 to determine whether they need to
adjust their withholding

Kiddie Tax
For tax years beginning after December 31, 2017, the
“kiddie tax” is simplified by effectively applying ordinary
and capital gains rates for trusts and estates to the
net unearned income of a child. Thus, taxable income
attributable to earned income is taxed according to
a single individual’s tax brackets and rates. Taxable
income attributable to net unearned income is taxed
according to the brackets applicable to trusts and
estates, with respect to both ordinary income and
income taxed at preferential rates.
COMMENT. A child’s “kiddie tax” is no longer
affected by the tax situation of his or her parent or
the unearned income of any siblings.

Alternative Minimum Tax
Individuals who might have been subject to the AMT
will be pleased to know that the exemption amounts
have been increased. The AMT exemption amounts
are temporarily increased for individuals after 2017
and before 2026. Beginning in 2018, the exemption
amounts are:
$109,400 if married filing jointly or surviving spouse,
$70,300 if single or head of household, and
$54,700 if married filing separately.
The phaseout thresholds are also temporarily increased
after 2017 to $1 million if married filing jointly or surviving spouse and $500,000 for all other individuals.
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COMMENT. The exemption amount continues
to phase out 25 percent for each $1 that AMTI
exceeds certain threshold amounts. Thus, the
AMT exemption amount is completely phased
out for an individual for 2018 when AMTI reaches
$1,437,600 if married individual filing jointly or
surviving spouse, $781,200 if filing as single or
head of household, and $718,800 if married
filing separately.

Standard Deduction and Exemptions
Standard deduction. The basic standard deduction
amounts almost doubled. The amounts are – $12,000
for single individuals and married individuals filing
separately; $18,000 for heads of household; and $24,000
for married individuals filing jointly (including surviving
spouses). The increased amounts, which are adjusted
annually for inflation, are effective for tax years 2018
through 2025.
Filing Status

Standard Deduction

Married Individuals Filing Joint Returns
and Surviving Spouses

$24,000

Heads of Households

$18,000

Unmarried Individuals
(other than Surviving Spouses
and Heads of Households)

$12,000

Married Individuals Filing Separate Returns

$12,000

Personal and dependency exemptions. The deduction for personal and dependency exemptions is
temporarily repealed for tax years 2018 through 2025.

Individual Health Insurance Mandate
Effective for months beginning after December 31, 2018,
the amount owed by any taxpayer under the individual
health insurance mandate “shared responsibility payment” for lack of minimum essential health insurance
for themselves and their dependents is zero.
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CAUTION. The IRS has cautioned that, under
current law, for tax years 2017 and 2018, it will not
consider a tax return complete and accurate if
the taxpayer does not report full-year coverage,
claim a coverage exemption, or report a shared
responsibility payment of the return.

Itemized Deductions
The overall limitation on itemized deductions is temporarily repealed for tax years beginning after December
31, 2017, and before January 1, 2026. However, miscellaneous itemized deductions that are subject to the
two-percent-of-adjusted gross income (AGI) limit are
temporarily repealed during this time period.
COMMENT. Miscellaneous itemized
deductions subject to the two-percent-of-AGI
limit include employee unreimbursed business
expenses, investment expense and tax preparation
fees, among others.

Medical Expense Deduction
The a AGI threshold to claim itemized deduction for
unreimbursed expenses paid for the medical care
of the taxpayer or the taxpayer’s spouse or dependents is temporarily reduced to 7.5 percent of AGI
for tax years 2017 and 2018. The reduced threshold
applies for both regular tax and alternative minimum
tax purposes.
COMMENT. As a result of this change, the
reduced AGI threshold for the medical expense
deduction is available for expenses incurred in
2017 and 2018.
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State and Local Tax Deduction
The itemized deduction by individuals for state, local,
and foreign property taxes, state and local income
taxes, and general sales taxes paid or accrued during
the tax year is limited for tax years 2018 through 2025.
An individual cannot deduct foreign real property
taxes, but may still claim an itemized deduction of up
to $10,000 ($5,000 for married taxpayer filing a separate return) for state and local property taxes, income
taxes, and general sales taxes paid or accrued in the
tax year.

Personal Casualty and Theft Losses
The itemized deduction for personal casualty and theft
losses is temporarily limited in tax years 2018 through
2025 to losses attributable to federally declared disasters. Temporary relief from the casualty loss rules is
provided for net disaster losses occurring in 2016 and
2017. If an individual has a net disaster loss for tax years
beginning in 2016 or 2017, the $100 limitation applicable
to each casualty related to the disaster is increased to
$500 and the 10-percent AGI limitation is waived.

Homeowners
Deduction for Mortgage and Home
Equity Loan Interest
Homeowners may treat no more than $750,000 as
acquisition indebtedness ($375,000 in the case of married
taxpayers filing separately) for tax years beginning after
December 31, 2017, and before January 1, 2026.
Before the change, the deduction was limited to
interest paid on the first $1 million of debt ($500,000 for
a married taxpayer filing a separate return) and the first
$100,000 on home equity loans ($50,000 for a married
taxpayer filing a separate return).
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COMMENT. The reduced amounts do not
apply to any mortgage debt incurred on or before
December 15, 2017. Therefore, a taxpayer who
purchased a home on or before December 15, 2017,
may continue to deduct interest paid on the first
$1 million of debt ($500,000 for a married taxpayer
filing a separate return.
The new law also suspends the deduction for interest
on home equity indebtedness. Therefore, for tax
years beginning after December 31, 2017, a taxpayer
may not claim a deduction for interest on home
equity indebtedness.

Investors
Rollover of Capital Gain
The election to defer recognition of capital gain realized
on the sale of publicly traded securities if the taxpayer
used the sale proceeds to purchase common stock or
a partnership interest in a specialized small business
investment company (SSBIC) is repealed.

Advanced Refunding Bonds
Interest paid on advance refunding bonds issued after
2017 is not excludable from gross income as interest
paid on state and local government bonds.

Parents and Students
Child Tax Credit
The child tax credit is temporarily expanded after 2017
by increasing the credit amount for each qualifying
child to $2,000, increasing the phaseout threshold to
$400,000 if married filing jointly ($200,000 for other
taxpayers), and providing a $500 nonrefundable credit
for each dependent who is not a qualifying child. The
refundable portion of the credit (additional child tax
credit) is limited to $1,400 per qualifying child, but is
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indexed for inflation and the earned income threshold
is reduced to $2,500.
A taxpayer must include a qualifying child’s Social
Security number on his or her return to receive the
nonrefundable or refundable portion of the credit with
respect to the child.
COMPLIANCE NOTE. A taxpayer must file
either Form 1040 or Form 1040A to claim the child
tax credit. The child tax credit cannot be claimed
by a taxpayer filing Form 1040-EZ.

Education Expenses
The new law retains the student loan interest deduction. It also modifies 529 plans and Able accounts.
Eligibility to exclude discharge of student loan debt
from gross income is temporarily expanded to include
discharges of eligible student loans after December 31,
2017 and before January 1, 2026 due to the student’s
death or total and permanent disability.
Section 529 qualified tuition plans are modified to
allow the plans to distribute no more than $10,000 in
tuition expenses incurred during the tax year for designated beneficiaries enrolled at a public, private, or
religious elementary or secondary school.
COMMENT. The new law does not renew the
above-the-line-deduction for education expenses
that expired at expired at the end of 2016.

Employees
Employee Stock Options
Employees who are granted stock options are able to
elect to defer recognition of income for up to five years.
The election is not available to certain executives, highly
compensated officers, and “one-percent owners” of the
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corporation. The corporation must maintain a written
plan under which at least 80 percent of all employees
providing services to the corporation are granted stock
options with the same rights and privileges.

Bicycle Commuting Expenses
After December 31, 2017, and before January 1, 2026,
taxpayers are not permitted to exclude any amount
from their income for qualified bicycle commuting
reimbursements.

Moving Expenses
The deduction for moving expenses is temporarily
repealed for tax years 2018 through 2025. However, members of the U.S. Armed Forces on active duty who move
pursuant to a military order and incident to a permanent
change of station are still permitted to exclude qualified
moving expense reimbursements from their income.

Donors to Charity
Charitable Contribution Deductions
The percentage limitation on the charitable deduction contribution base is increased to 60 percent of an
individual’s adjusted gross income for cash donations
to public charities in 2018 through 2025. The deduction
for amounts paid for college athletic seating rights is
repealed. The exception to contemporaneous written
acknowledgment requirement for contributions of $250
or more is repealed

Charitable Contribution Deduction
for Electing Small Business Trust
The charitable contribution deduction of an ESBT is
generally to be determined by the rules applicable to
individuals, not to the rules generally applicable to
trusts. This change applies to tax years beginning after
December 31, 2017.
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Retirees
Recharacterization of IRA Contributions
The special rule that allows a contribution to one type
of an IRA to be recharacterized as a contribution to the
other type of IRA will no longer apply to a conversion
contribution to a Roth IRA after 2017. Recharacterization
is still permitted with respect to other contributions. For
example, an individual may make a contribution for a year
to a Roth IRA and, before the due date (including extensions) for the individual’s income tax return for that year,
recharacterize it as a contribution to a traditional IRA.

Rollovers of Plan Loan Offset Amounts
For plan loan offset amounts that are treated as distributed after 2017, a participant whose plan terminates
or who is severed from employment while having a plan
loan outstanding will have until the due date for filing
their tax return (including extensions) for that year to
contribute the loan balance to an IRA in order to avoid
the loan being taxed as a distribution IRA.

Qualified 2016 Disaster Distributions
from Retirement Plans
The 10-percent additional tax under Code Sec. 72(t)
is waived for any qualified 2016 disaster distribution.
Eligible individuals who take such distributions can
spread their taxable income over three years, and have
three years to repay the amount.

Other Affected Individuals
Gamblers
The rule that a deduction for Wagering losses is limited
to the amount of wagering winnings, applies not only
to the actual costs of wagers, but to other expenses
incurred by the individual in connection with that individual’s gambling activities, The change is effective for
tax years 2018 through 2025.
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COMMENT. The change is intended to
clarify that the limitation on losses from wagering
transactions applies not only to the actual costs
of wagers incurred by an individual, but to other
expenses incurred by the individual in connection
with the conduct of that individual’s gambling
activities. Thus, for example, expenses incurred
in travelling to and from a casino fall within the
scope of the gambling loss limitation, and these
expenses may only be deducted to the extent of
gambling winnings.

Inventors
A patent, invention, model or design (patented or
not), or secret formula or process is excluded from
the definition of a capital asset for dispositions after
December 31, 2017, if it is held by the taxpayer who
created the property or a taxpayer with a substituted
or transferred basis from the taxpayer who created
the property.

Estates
Estate Income Tax Rates
The income tax rates and bracket amounts for estates
and trusts are modified for tax years 2018 through 2025.
The temporary tax rates are 10, 24, 35, and 37 percent.

Estate and Trusts for Tax Years Beginning in 2018
If taxable income is:
Over— but not over—

The tax is:
of the amount over—

$0

$2,550

10%

$0

2,550

9,150

$255 + 24%

2,550

9,150

12,500

12,500

1,839 + 35%

9,150

3,011.50 + 37%

12,500
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Estate Tax Exclusion Amount
The basic exclusion amount for purposes of federal
estate and gift taxes and the exemption amount for
purposes of the generation-skipping transfer tax is
doubled from $5 million to $10 million, before adjustment for inflation, for the estates of decedents dying
and gifts and generation-skipping transfers made after
2017 and before 2026.
COMMENT. The maximum federal estate
tax rate for 2017 is 40 percent with a $5 million
exclusion, which married couples can combine
for a $10 million exclusion (before adjustment for
inflation). The new exclusion amounts will now
allow married couples to exempt up to $20 million
for 2018 (before adjustment for inflation) from any
estate or gift tax. Heirs, however, will continue
to receive a “stepped-up, date of death” basis
for inherited assets for purposes of any
subsequent sale.

Businesses Generally
Starting in 2018, like-kind exchanges are narrowed, and
many business expense tax preferences are eliminated.
However, corporate rates are lowered, and qualified
pass-throughs will enjoy a 20-percent deduction of
business income. Eligible employers are entitled to
claim a credit for paid family and medical leave equal
to 12.5 percent of wages paid.

Like-Kind Exchanges
Like-kind exchanges are allowed only for real property
after 2017. Thus, as under current law, no gain or loss
is recognized on the exchange of real property held for
productive use in a trade or business or for investment
if that real property is exchanged solely for real property of like kind that will be held either for productive

16

Highlights of the Tax Cuts and Jobs Act

use in a trade or business or for investment. Like-kind
exchanges are not allowed for depreciable tangible
personal property, and intangible and nondepreciable
personal property after 2017.
IMPACT. Earlier versions of tax reform
eliminated like-kind exchanges entirely, so this is a
win for the real estate industry. Like-kind exchange
treatment is no longer available, however, for other
kinds of property such as planes, construction
equipment or fleet vehicles.

Losses
Net Operating Losses
Net operating losses (NOLs) are limited to 80 percent
of taxable income for losses arising in tax years beginning after December 31, 2017. NOLs may no longer be
carried back but may be carried forward indefinitely
effective for losses arising in tax years ending after
December 31, 2017. However, the five-year carryback
period for farming losses is reduced to two years and a
two-year carryback and 20-year carryforward period is
retained for insurance companies other than life insurance companies.
IMPACT. Since the 80-percent taxable
income limit applies to losses arising in tax years
beginning after December 31, 2017, NOL carrybacks
and carryforwards attributable to losses that arose
in tax years beginning before January 1, 2018, are
not subject to the 80 percent limitation.

Excess Business Losses
Excess business losses of noncorporate taxpayers are
not allowed for tax years beginning in 2018 through
2025. A business loss of $250,000 ($500,000 for joint
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filers) is allowed for 2018, with those figures adjusted
for inflation. Any disallowed excess business loss is
treated as a net operating loss (NOL) carryover to the
following tax year. However, the passive activity loss
rules apply before application of the excess business
loss rule.
IMPACT. During the 8-year period that
excess business losses are disallowed, the limit
on excess farm losses of noncorporate taxpayers
will not apply.

Business Expenses and Depreciation
Many business tax preferences are eliminated. These
include the Code Sec. 199 domestic production activities deduction, non-real property like-kind exchanges,
and more. Additionally, the rules for business meals are
revised, as are the rules for the rehabilitation credit.
The new law leaves the research and development
credit in place, but requires five-year amortization of
research and development expenditures. It also creates
a temporary credit for employers paying employees
who are on family and medical leave.

Section 179 Expensing
The section 179 dollar limitation is increased to $1
million and the investment limitation is increased to
$2.5 million for tax years beginning after 2017. Property
eligible for expensing now includes improvements to
the interior of any nonresidential real property such
as roofs, heating, ventilation, and air-conditioning
property, fire protection and alarm systems, and security systems installed on such property. The exclusion
from expensing for property used in connection with
lodging facilities, such as residential rental property, is
eliminated. The $25,000 section 179 expensing limit on
certain heavy vehicles is inflation-adjusted after 2019.
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Bonus Depreciation
The 50-percent bonus depreciation rate is temporarily increased to 100 percent for property acquired and
placed in service after September 27, 2017, and before
January 1, 2023. The rate phases down after that. Used
property and films, television shows, and theatrical productions are eligible for bonus depreciation. Property
used by rate-regulated utilities and property of certain
motor vehicle, boat, and farm machinery retail and
lease businesses that use floor financing indebtedness
are excluded from bonus depreciation.
COMMENT. The bonus depreciation rate has
fluctuated wildly over the last 15 years, from as
low as zero percent to as high as 100 percent. It
is often seen as a means to incentivize business
growth and job creation.

Other Property Affected by Depreciation Changes
Types of property affected by the new law include
the following:
Luxury cars – the annual limits on depreciation
deductions for “luxury cars” are almost quadrupled
for property placed in service after 2017;
Computers – computers and related peripheral
equipment are no longer “listed property” subject to
strict substantiation and depreciation requirements,
effective for property placed in service after December 31, 2017; and
Real property – assuming a technical correction is
enacted, qualified improvement property is assigned
a 15-year recovery period as intended by Congress;
the property classes for 15-year leasehold improvement property, retail improvement property, and
restaurant property are eliminated.
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Business Expense Deduction Changes
The following expense deductions are narrowed
or eliminated:
Interest – the deduction of business interest is limited
for any tax year beginning after 2017 to the sum of the
taxpayer’s business interest income, floor plan financing, and 30 percent of adjusted taxable income;
Research and experimental expenses – research and
experimental expenditures (including for software
development) paid or accrued after 2021 generally
must be amortized ratably over five years, and a
15-year amortization period applies to research
or experimental expenditures attributable to
foreign research;
Domestic production – the domestic production
activities deduction is repealed for tax years
beginning after 2017;
Fines and penalties – businesses may not deduct fines
and penalties paid or incurred after December 31,
2017, due to the violation of a law (or the investigation
of a violation) if a government (or similar entity) is a
complainant or investigator; and
Local lobbying expenses – the deduction for local
lobbying expenses by a taxpayer as an ordinary and
necessary business is repealed for expenses paid
after December 22, 2017.

Business Entities
Corporate Taxes
For tax years beginning after December 31, 2017, the
graduated corporate rate structure is eliminated and
corporate taxable income is taxed at a 21-percent flat
rate; the 70-percent dividends-received deduction is
reduced to 50 percent and the 80-percent dividendsreceived deduction is reduced to 65 percent.
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Other corporate changes include:
AMT – the alternative minimum tax for corporations
is repealed for tax years beginning after 2017;
Dividends-received deduction – for tax years
beginning after December 31, 2017, the 70-percent
dividends-received deduction is reduced to
50 percent and the 80-percent dividends-received
deduction is reduced to 65 percent; and
Contribution of capital – the definition of contribution
to capital is modified to exclude contributions by any
governmental entity or civic group that are not made
by a shareholder in its capacity as a shareholder.

Pass-Through Business Income Deduction
Up to the end of 2017, owners of partnerships,
S corporations, and sole proprietorships paid tax
on their business income at the individual rates, with
the highest rate at 39.6 percent. The new law allows a
temporary deduction, subject to a number of limitations and qualifications.
Noncorporate taxpayers may deduct up to
20 percent of domestic qualified business income from
a partnership, S corporation, or sole proprietorship.
A similar deduction is allowed for specified agricultural
or horticultural cooperatives. A limitation based on
wages paid, or on wages paid plus a capital element,
is phased in for taxpayers with taxable income above a
threshold amount. The deduction is not allowed for certain service trades or businesses, but this disallowance
is phased in for lower income taxpayers. The deduction
applies to tax years 2018 through 2025.
IMPACT. The deduction is applied at the
partnership or S corporation level, but the
complexity of partner and shareholder returns
will increase.
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COMMENT. Limits to the deduction apply
to upper income taxpayers. These limits begin
to phase in at taxable income above $157,500 for
individual filers and $315,000 for joint filers. These
figures are inflation adjusted after 2018.
Other pass-through changes include:
Basis limitation on partner losses – the basis
limitation on partner losses applies to a partner’s
distributive share of charitable contributions and
foreign taxes;
Substantial built-in loss upon transfer of partnership interest – the definition of a “substantial
built-in loss” is modified so that a substantial
built-in loss also exists if the transferee would be
allocated a net loss in excess of $250,000 upon a
hypothetical disposition at fair market value by the
partnership of all partnership assets immediately
after the transfer of the partnership interest;
Treatment of sale or exchange of partnership interests by foreign persons – gain or loss from the sale or
exchange of a partnership interest is effectively connected with a U.S. trade or business to the extent that
the transferor would have had effectively connected
gain or loss had the partnership sold all of its assets at
fair market value as of the disposition date;
Technical termination of partnerships – the rule providing for technical termination of partnerships
is repealed;
Qualified beneficiary of electing small business
trust – a nonresident alien individual may be a potential current beneficiary of an ESBT;
Charitable contribution deduction for electing small
business trust – the charitable contribution deduction
of an ESBT is generally to be determined by the rules
applicable to individuals, not to the rules generally
applicable to trusts; and
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S corporation conversions to C corporations –
S corporations that convert to C corporations must
take any resulting Code Sec. 481(a) adjustments
into account over a six-year period; and if an eligible terminated S corporation distributes money
after the post-termination transition period, the
accumulated adjustments account will be allocated
to such distribution.

Employers
Certain employee benefits are trimmed, but a new
temporary credit is available for employers that provide
paid family and medical leave.

Paid Family and Medical Leave
Eligible employers are entitled to claim a credit for paid
family and medical leave equal to 12.5 percent of wages
paid to qualifying employees during any period in
which such employees are on family and medical leave
provided that the rate of payment is 50 percent of the
wages normally paid to the employee. The credit is part
of the general business credit and only available for
wages paid in tax years beginning after December 31,
2017, and before January 1, 2020.

Employee Compensation Over $1 Million
The exclusions from the limitation for commissionbased and performance-based compensation are
repealed after 2017, and employees who are covered
employees after December 31, 2016, remain as covered
employees for all future tax years.

Deduction for Entertainment, Commuting
Benefits, and Meals
Business expense deductions are eliminated for many
entertainment costs and commuting benefits after 2017,
and for some employer-provided meal expenses after
2025. Expenses for a facility used in connection with
entertainment are no longer deductible.
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IMPACT. The change adversely affects
employers that provide van pools, transit passes,
qualified parking, and bicycle commuting benefits.
Note that employees will have to pay tax on bicycle
commuting benefits beginning after 2017 and
before 2026.

Non-Tangible Personal Property as Employee
Achievement Awards
After 2017, employers cannot deduct employee achievement awards for safety or length of service that are given
in cash, cash equivalents, gift cards, gift coupons, gift
certificates, vacations, meals, lodging, tickets to theater
or sporting events, stocks, bonds, other securities or
similar items.
IMPACT. Awards of tangible personal
property continue to be excludable from wages
and employment taxes.

Particular Businesses
Farmers
New farming machinery and equipment placed in
service after December 31, 2017 are classified as 5-year
MACRS property rather than 7-year MACRS property. The
7-year property classification, however, continues to apply to grain bins, cotton ginning assets, and fences.
The special rule for deducting the costs incurred in
connection with replanting citrus plants lost by reason
of casualty is modified. The modified rule allows for a
deduction in certain instances when the cost is incurred by a person other than the taxpayer.

Securities Dealers
Capital gain passed through to fund managers via
a partnership profits interest (carried interest) in
exchange for investment management services must
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meet an extended three-year holding period to qualify
for long-term capital gain treatment.

Tax Return Preparers
The due diligence tax return preparer penalty is
expanded to apply to a taxpayer’s eligibility to file as
head of household.

Small Businesses
The deductibility of miscellaneous itemized deductions
is temporarily repealed for tax years 2018 through 2025.
The cash method of accounting and other simpler
accounting methods have been made available to more
taxpayers. Most taxpayers who meet a $25 million average annual gross receipts test will be able to use the
cash method, will not be required to apply the inventory or uniform capitalization (UNICAP) rules, and will
not be required to use the percentage of completion
method for small construction contracts.

International Businesses
The new law moves the United States toward a territorial system. It creates a dividend-exemption system for
taxing U.S. corporations on the foreign earnings of their
foreign subsidiaries when the earnings are distributed. The foreign tax credit rules are modified, as are
the Subpart F rules. The look-through rule for related
controlled foreign corporations are made permanent,
among other changes.
Changes include –
Treatment of sale or exchange of partnership interests by foreign persons – gain or loss from the sale
or exchange of a partnership interest is treated as
effectively connected with a U.S. trade or business
to the extent that the transferor would have had effectively connected gain or loss had the partnership
sold all of its assets at fair market value as of the
disposition date;
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Foreign-source portion of dividends – a 100-percent
participation exemption deduction (“participation
dividends-received deduction”) is allowed for the
foreign-source portion of dividends received from
specified 10-percent owned foreign corporations by
U.S. corporate shareholders in order to encourage
U.S. companies to repatriate their accumulated foreign earnings and invest them in the United States;
Specified 10-percent owned foreign corporations –
amounts received by a domestic corporation upon
the sale or exchange of stock in a foreign corporation held for at least one year that are treated as
Section 1248 dividends are also treated as dividends for purposes of the participation dividendsreceived deduction;
Deferred foreign income upon transition to participation exemption system of taxation – a transition
tax is generally imposed on accumulated foreign earnings, without requiring an actual distribution, upon the
transition to the new participation exemption system;
Recapture of overall domestic losses – a taxpayer
may elect to recapture pre-2018 unused overall
domestic losses (ODLs) by recharacterizing up to
100 percent of the taxpayer’s U.S. source taxable
income as foreign source taxable income, from 2018
through 2027;
Foreign Tax Credit – the Code Sec. 902 deemedpaid foreign tax credit is repealed and the Code
Sec. 960 deemed-paid foreign tax credit is modified
so that it is determined on a current year basis and
two new foreign tax credit limitation baskets are
added for foreign branch income and intangible
low-taxed income;
Cross-border inventory sales – income from crossborder sales of inventory is sourced solely on the
basis of the production activities;
U.S. shareholders of controlled foreign corporations
– a current year inclusion of global intangible lowtaxed income by a person who is a U.S. shareholder
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of a controlled foreign corporation, and domestic
corporations are provided with reduced rates of U.S.
tax on their foreign-derived intangible income and
global intangible low-taxed income;
Foreign base company oil related income – foreign
base company oil related income is eliminated as a
category of foreign base company income and so is
no longer subpart F income;
Withdrawal of qualified investments – the subpart F
inclusion for a CFC’s previously excluded subpart F
income withdrawn from foreign base company shipping operations is repealed, and also repealed is the
inclusion for amounts withdrawn from investment in
less developed countries and a decrease in export
paid assets;
CFC stock attribution rules – stock ownership may
be attributed downward from a foreign person to
a related U.S. person for purposes of determining
whether a U.S. person is a U.S. shareholder of a corporation, such that the foreign corporation is a CFC;
Definition of U.S. shareholder – the definition of a
U.S. shareholder is expanded to include a shareholder who owns 10 percent or more of a foreign
corporation’s stock by value;
Period of CFC status – the requirement that a
foreign corporation must be a CFC for an uninterrupted period of 30 days or more before a U.S.
shareholder is required to include amounts in gross
income under Subpart F is eliminated;
Base erosion and anti-abuse tax – applicable
taxpayers are required to pay tax equal to the base
erosion minimum tax amount for the tax year;
Income shifting through intangible property
transfers – the Code Sec. 936(h)(3)(B) definition of intangible property is modified to include goodwill, going concern value, and workforce in place, as well as
any other item the value of which is not attributable
to tangible property or services of any individual;
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Related party payments involving hybrid entities or
hybrid transactions – a deduction is not allowed for
any disqualified related party amount paid or accrued
in a hybrid transaction or by, or to, a hybrid entity;
Surrogate foreign corporation dividends – dividends
received from surrogate foreign corporations are
not eligible for lower tax rate treatment as qualified
dividend income;
Insiders in expatriated corporations – the excise
tax rate on stock compensation received by insiders in an expatriated corporation increases from
15 percent to 20 percent;
Passive foreign investment company rules – the
rule for determining what is not considered passive
income for a passive foreign investment company
(PFIC) has been modified; and
Interest expense – the fair market value method for
allocating and apportioning interest expense may no
longer be used.

Tax-Exempt Entities
Exempt organizations with more than one unrelated
business will be required to calculate unrelated business taxable income separately for each unrelated
trade or business. Unrelated business taxable income
will be increased by the nondeductible amount of
certain fringe benefit expenses paid or incurred by an
exempt organization after December 31, 2017.
A new excise tax has been established, payable by
exempt organizations on remuneration in excess of $1
million and any excess parachute payments made to
certain highly-compensated current and former employees in the tax year.
A new 1.4-percent excise tax applies to the
net investment income of certain private colleges
and universities.
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